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Honorable Mayor and Town Council: 
 
I am pleased to present to you the FY 2006/07 Operating and Capital Budget for the Town of Los Gatos 

and the Los Gatos Redevelopment Agency.  This document provides a comprehensive summary of all 

Town Operating and Redevelopment Agency financial activities for fiscal year 2006/07 and Capital 

Improvement Program activities for the 2006-11 planning period. It presents a balanced financial plan to 

meet the Town’s service priorities within the projected fiscal resources available for FY 2006/07.  This 

year is not unique in that the proposed budget is balanced through a combination of actions which include 

selected expenditure reductions, realignment of services, fee increases to recover costs for private 

development and other user fee supported activities, and the prudent use of reserves for expenditures of a 

one-time nature or to fund organizational changes over a limited time horizon.   
 

The Proposed FY 2006/07 Budget represents the recommended financial plan to carry out the Town’s 

FY2006/07 work plan which is consistent with key themes discussed at the Council's January 2006 

retreat. The work plan is also consistent with the Town's General Plan.  At the 2006 retreat, the Town 

Council provided direction on incorporating strategic goals into the Town’s 2010 General Plan update, 

which will begin in 2007.  The update will include visioning opportunities for the Council and community 

focusing on the priority issues which include maintaining public safety; maintaining and enhancing the 

Town’s infrastructure including streets and parks; providing library, community development, and 

community services; protecting the Town’s fiscal health; and ensuring the cost efficient and effective 

delivery of Town-wide administrative services.  The continuing ability of the Town to maintain these 

essential services is a vital part of enhancing the quality of life of the community.  Success in achieving 

these goals will reinforce the Town’s reputation as a very desirable community in which to live and a 

Town where quality local government services are delivered with a professional, small town customer 

service approach.  

 

Major Issues-Five Year Financial Plan Update 

 

As Council was informed in the FY 2005/06 mid year update, the Town’s Five Year Financial Plan 

projects a moderate excess of operating revenues above operating expenditures for FY 2006/07.  This 

favorable situation is the result of recent economic developments, coupled with the Town’s proactive 

effort to reduce operating budget costs, retain and protect vital revenue sources, and to align 

organizational services with projected revenue streams.  Informed by this forecast, staff is proposing 

essentially a “status quo” budget for Fiscal Year 2006-07.   The recommended “status quo” budget 

scenario means that the proposed budget for FY 2006/07 funds the current levels of service now in place. 
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Inflationary-related increases to contractual services per long term agreements between the Town and its 

vendors, and salary and benefit costs related to Town collective bargaining agreements were also 

incorporated into the proposed budget.   Any requests for enhancements to service levels beyond current 

benchmarks were reviewed with the goal of cost neutrality, whereby there is an ongoing revenue source 

or expenditure reduction strategy to offset the increased costs of the proposal. The “status quo” budget 

recognizes that though current service levels are recommended to be funded again for next year, service 

deficiencies below previous benchmarks still exist due to the last four years of budget reductions.  These 

will be brought to Council’s attention by each department during the May 15 budget presentations. The 

proposed FY 2006/07 budget adheres to the following principles: the discipline of sound fiscal and 

budgeting practices; using best management practices to preserve core service levels to the community; 

maintaining staffing levels to provide vital community services where practical and possible through a 

variety of strategies; and maintaining a progressive budgeting approach that is updated and informed by a 

five-year financial planning horizon.   

 

The most current Five Year Financial Plan update confirms the successful result of past budgetary actions 

taken to address projected revenue shortfalls.  Substantial progress has been made in reducing the 

projected level of shortfalls in operating revenues, pushing out the imbalance between operating revenues 

and expenditures to FY 2009/10. The update of the financial forecast assumes moderate expenditure 

increases in most cost categories except for energy and employer retirement costs (which are projected to 

increase more significantly), and used actual increase estimates where cost data could be verified by labor 

contracts in force through next year. Revenue forecasts are optimistic, yet informed by recent threats to 

ongoing operating revenue sources such as the closure of auto dealerships.  Mindful of the projected 

future revenue shortfalls in FY 2009/10, the proposed “status quo” budget will provide more time for the 

Town to study potential opportunities for  cost sharing, perform workload audits, undertake 

organizational studies and possible restructurings, and explore public/private partnerships, revenue 

enhancements and alternative service delivery options.  

 

The update confirmed that staff efforts to implement cost savings, revenue enhancements, and operating 

efficiencies totaling nearly $4.5 million through FY 2005/06 have contributed to the prevention of 

operating revenues shortfalls in recent years, but they alone will not be sufficient to eliminate the ongoing 

budgetary challenges projected in future years which appear to be structural in nature.  As is always the 

case, the level of projected imbalance is contingent upon the severity of revenue shortfalls associated with 

changes in revenue sources in the local economy due to loss of major business sectors, any further 

unanticipated State revenue “takes” from the Town, and unexpected cost increases. 
 

The Five-Year Plan continues to project that if not solved with permanent ongoing revenue increases or 

expenditure reductions, the level of imbalance would worsen each year leading to annual projected 

shortfall ranging from $250,000 to $600,000 in fiscal years following 2008/09.  

 

Structural Imbalance Between Available Revenues and the Cost to Deliver Services  

The Five-Year Financial Plan update identifies additional areas of particular concern that staff continues 

to monitor.  These influence the development of the Town’s proposed budget for FY 2006/07.  Of note 

are: 
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Personnel Costs to Deliver Services – As a service provider, delivery of Town services are highly 

dependent on labor (comprising approximately 70% of General Fund expenditures), the cost of which has 

been trending above the increase in operating revenue streams.  In the past three fiscal years, the largest 

driver of this cost was experienced in the public safety program, where Town-paid contributions to the 

Public Employees Retirement System (PERS) were forecasted to increase from 16.0% of covered payroll 

in FY 2003/04 to 28.3% of covered payroll in FY 2004/05, rising to 32.6% in FY 2005/06 and a projected 

rate of 33.99% in FY 2006/07.  In the following years, the Town may be impacted by additional increases 

in employer contribution rates. In the out years of the Five Year Plan, the Town’s latest actuarial 

information available indicates the rates for public safety may rise to 35% of covered payroll.   

Miscellaneous employer contribution rates have also risen dramatically in recent years, though there is 

some positive development for FY 2006/07.  Rates rose from 7% in FY 2003/04 to 8% in FY 2004/05, 

and from 8% to 13.8% of covered payroll for FY 2005/06. Staff was encouraged by news from PERS 

actuarial staff that the projected rate for FY 2006/07 will decline slightly to 12.663% for miscellaneous 

employees.   However, miscellaneous employee rates for the out years following FY 2006/07 are  

forecasted to rise again, approaching 15% of covered payroll.  A mitigating factor that may limit the rise 

in rates is the potential for positive returns in the PERS investment portfolio.  But the reality is that rates 

charged in the future are very dynamic and remain a volatile cost that must be watched.  The increase in 

PERS rates is a statewide challenge which may be addressed or level off in the future, however the Town 

must proceed at this time for our planning purposes with the best information currently available. 
 

The FY 2006/07 budget includes funding for an increase in salaries and benefits from the prior year 

adjusted budget of approximately $570,000, or an average increase of 3.0%.  Approximately $236,700 or 

47.3% of the FY 2006/07 total increase in budgeted salary and benefits is related to the cost of public 

safety. The remaining balance is attributable to miscellaneous (non-safety) classified employees.   It is 

important to plan and budget for reasonable increases in salaries and benefits in order to remain a 

competitive employer in the region. 
 

Revenue Trends Though Positive in FY 2005/06  Cause Concern – Again at mid year FY 2005/06,  

General Fund revenues were trending ahead of adopted budget levels, largely on the growth of one local 

internet commerce retailer  During the boom years of the late nineties, the Town’s General Fund 

operating revenues were increasing an average of 13.8% per year for the five year period ending 2001.  

After two successive fiscal years (FY 2003/04 & FY 2003/04) of revenue declines as measured against 

the adopted budget, revenues exceeded adopted budget levels in FY 2004/05 and adopted budget 

estimates are expected to be over budget again in FY 2005/06.   Based upon this trend, which show a 

slight upturn in certain operating revenues, the forecast for General Fund revenue growth is projected at a 

conservative level approximating 3% per year for most categories of revenue. The budgeted sales tax for 

FY 2006/07 represents a 4.55 % increase from the FY 2005/06 adjusted budget, reflective of positive 

overall growth for this vital revenue source for the Town.  The growth is due mainly to continued 

increases in collections from Netflix, whose taxable sales increase offsets forecasted $270,000 losses next 

year expected from the announced closure of three local auto dealers, two of which closed their 

businesses in FY 2005/06.  Property taxes, the second largest revenue source to the General Fund, were 

forecasted to increase 3.84 % from the prior year’s adjusted budget, not including the State restoration of 

$476,000 in “one-time” property tax takes taken in the prior fiscal year.  Current trends indicate that due 

to a slowdown or rollback in high-end home values and appraisal appeals filed with the County 

Assessor’s Office, the property tax growth rate, though still positive, is expected to slow to this level of 

growth.  
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Other Cost Drivers – Other factors influencing the structural imbalance are expenditures rising above the 

prevailing increase in revenues.  Chief among these cost drivers are the rise in energy costs, including fuel 

for police vehicles and parks and public works field trucks; water for Town parks, landscaping and 

facilities; and natural gas and electricity to provide heating, air conditioning, and lighting for public 

facilities including street lights, parking lots, park facilities, the Town’s Civic Center, Library, 

Neighborhood Center and Corporation Yard facility.   
 

Prior Reduction Efforts Were Successful But Ongoing Efforts Will be Required – Over the past four fiscal 

years including FY 2005/06, the Town cumulatively achieved approximately $4.5 million in cost 

reductions and revenue enhancements. The reductions were accomplished through a combination of 

strategic hiring freezes and position defundings, operational efficiencies, full-time position reductions to 

part time (which in some cases were offered voluntarily by Town employees), voluntary leave without 

pay, management salary increase deferrals, and overall belt-tightening in all Town cost areas.  With the 

updated forecast indicating that in out years of the plan a potential structural shortfall exists, more 

adjustments will be required.  The Town’s recommended status quo budget will maintain current service 

levels and allow for time to explore other available solutions to reduce costs, while minimizing the 

disruption of current services provided to the community. 
 

Limited Capacity for Infrastructure Funding  

In past years, the Town has relied on a practice where to a large extent any excess revenues available after 

replenishing certain required reserves were largely placed in the Town’s Reserve for Future Capital 

Improvements.  Among other capital uses, this reserve has been the primary funding source of the Town’s 

approximate $16.3 million in various street improvements made since FY 1997/98. The investments made 

to date have increased the Town’s Pavement Condition Index (PCI) from a low in recent years of 64 to a 

current level of 75.  A recent update of the Town’s pavement management index program indicated that 

to keep the Town’s streets at their current level of condition, an annual expenditure program of 

approximately $1.5 to $1.9 million in ongoing street maintenance and improvements is needed.  Levels of 

investment lower than this amount are expected to lead to an overall deterioration of the Town’s street 

pavement condition which will cost more to improve over time. Due to prudent management of reserves 

which accumulated during the recent technology boom years and the Town’s restraint in programming the 

spike in local revenues for significant increases in services, the Town was able to achieve and/or exceed 

this level of street improvement investment in recent years.    However, the accumulated reserves have 

now been expended. 
 

Unless alternative revenue sources are found or more substantial operational funds can be programmed  

from the Town’s operating expenditures for capital, the primary source of funding for capital 

improvements will continue to be unexpended operating funds which remain at the end of the fiscal year.  

Given the belt tightening which has occurred, a positive ending General Fund designated fund balance for 

Capital and Special Projects has accumulated over the past two fiscal years to a present balance of over 

$2.4 million, the majority of which is proposed for street improvements in the FY 2006/11 Capital 

Improvement Plan.  The use of these General Fund reserves  will continue to provide funding for future 

years for this critical Town need, but this allocation remains below the required funding levels.  Barring a 

dramatic improvement in Town revenues, it is not likely that the Town can count on significant dollars 

being available to fund the capital program on an “ad hoc” basis.   Staff realizes the importance of 

maintaining the Town’s infrastructure and will continue to explore with the Town Council a dedicated 

source of revenue for this program in the future.  Ideas and concepts include the feasibility of  a voter 

approved General Obligation Bond issue dedicated for identified capital improvements Town-wide, some 
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form of assessment district for specific improvements within identified zones, or other options to be 

determined.  
 

State Budget Impacts  

In the fall of 2004, California voters passed by a nearly 82% majority Proposition 1A.  Proposition 1A is 

a constitutional amendment protecting local taxpayer revenues from state revenue takes of local property 

taxes without a 2/3 legislative majority approval and the Governor’s declaration of a fiscal emergency 

which can be invoked only twice in ten consecutive years.  Despite this new protection many unknowns 

exist, including additional State revenue takes of property taxes under a “fiscal emergency” or other 

revenue takes of non-property tax revenues such as the State’s reimbursement of booking fees.   
 

The State budget deliberations and their effects on the Town are not known with certainty at the time this 

budget was prepared.  The Governor’s January 2006 proposed state budget did not envision any 

additional state takes from local governments for FY 2006/07, but until a final budget is approved, the 

potential for them exists. The Governor’s budget also proposes to fund some revenues lost or threatened 

to be lost such as the Citizen’s Options for Public Safety (COPS) grant in FY 2005/06, which was initially 

de-funded by the State but restored due to strong efforts made by local governments in the prior year’s 

state budget funding decisions.  Examples for state funding proposed in the Governor’s FY 2006/07 

budget include the COPS grant, a change in the administration of County booking fees, State Mandated 

Cost reimbursements, and full funding for Proposition 42 transportation funds.  The proposed  restoration 

of funding for these intergovernmental revenues is good news and the Town has incorporated these 

revenues into the FY 200607 Proposed Budget.  Nonetheless, supplemental state revenues such as the 

COPS grants, supplemental law enforcement grant monies, and Prop 42 funds among others, which are 

not specifically protected by Proposition 1A remain vulnerable to State “takes” each budget year.  Any 

changes which occur to alter these assumptions either positively or negatively will be incorporated into 

the final adopted budget or during FY 2005/06 as information is confirmed..  Regarding Prop 42 gas 

taxes, a petition drive for a State ballot initiative to protect Proposition 42 funds is currently underway. 

The Town Council approved a resolution supporting the initiative at its March 6, 2006 Town Council 

meeting . 

 

The Town continues to work closely with the League of California Cities to limit additional potential 

future State revenue takes and to work on other important issues like pension reform, temporarily deferred 

by the Governor, but still an issue that may arise in the future.     

  

Status Quo Budget Balancing Strategies for FY 2006/07 

 

Alternative Revenue Strategies - As part of the development of the FY 2002/03 Budget, staff identified 

excess balances that had accumulated in a number of the Town’s Internal Service Funds (with the 

exception of vehicle maintenance and worker’s compensation).  Staff proposed at that time that these 

funds could be returned or “rebated” to the Town’s General Fund to help fill the operating revenue versus 

expenditure gaps resulting from the forecast downturn in local revenues.  The Town’s plan is to rebate 

these balances by progressively lower amounts over a five-year period to allow some time for the local 

economy to recover.  The Town’s five-year financial plan incorporates these rebates as part of the overall 

strategy to mitigate the current economic slump and balance the operating budget over the longer term.  

The rebate plan is proving to be very advantageous in working through the continuing budget challenges.  

Because of favorable revenue and expenditure trends in FY 2005/06, rebates were suspended this year 

and staff is recommending that rebates be suspended for 2006/07 until needed in the future when the 
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revenue may be more critically needed to balance the budget.  If any rebate were to occur in the future, 

there remains adequate cash balances in all Internal Service Funds to meet anticipated budgetary 

requirements scheduled in future years.    
 

Additionally, beginning in FY 1999/00 and through FY 2003/04 the Town prudently set aside nearly $3.0 

million in required employer retirement (PERS) contributions when the employer rate was actuarially 

determined by PERS administrators to be zero.  Believing that this trend could not be sustained, the Town 

conservatively continued to charge itself a 7% contribution rate of covered payroll during this time.  To 

offset next year’s  large increase in the required contribution for public safety retirement costs rising from 

32.6% to 33.99% of covered payroll and miscellaneous employees costs at 12.66% still above normal 

employer rates that have historically averaged 7% to 8%, the budget includes a $300,000 transfer from the 

PERS set aside.  If negative market returns continue to bump required employer contributions in future 

years beyond normal cost increases, the set aside would allow annual funding to occur for a total of ten 

years at the present rate of withdrawal.   
 

Parks and Public Works Transition Funding Allocations - As part of the transition of staff formerly 

funded in whole or in part from revenues in the Sewer Maintenance Fund, additional operating expenses 

were absorbed into the Town’s Proposed FY 2006/07 General Fund budget.  The proposed budget calls 

for the “one-time” use of $98,600 from the Town’s General Fund Reserve for Sale of Sewer Assets to 

align costs with appropriate funding sources.  The Proposed Budget also includes an additional $93,000 in 

“one-time” funding for temporary staff in the Parks and Public Works Department that is intended to 

preserve current service levels until a workload and service level study is completed in FY 2006/07. 
 

New Revenues – Each budget year, staff explores appropriate new revenue sources and revenue 

adjustments to align revenues with current costs.  New revenue sources and adjustments as approved by 

Town Council in May 2006 are implemented in the Proposed Budget.  Other revenues such as a new 

proposed 911 fee (similar to the “emergency services fee” adopted by the nearby City of San Jose) and an 

alarm registration fee continue to be explored by Town staff.  Emergency dispatch service costs are 

estimated to be approximately $1.3 million in FY 2006/07.  Staff is aware that all cities and towns in 

Santa Clara County continue to evaluate this fee.  Any adoption of new fees would be brought forward 

independently for Council consideration at some future date yet to be determined. 

 
BUDGET ASSUMPTIONS  
 

Revenue Assumptions - General Fund revenue assumptions use current collections and projections of 

forecast revenues for FY 2006/07.  Assumptions are based upon departmental revenue analysis and 

forecasts for FY 2006/07, County Property Tax estimates, and State revenue forecasts based upon current 

State budget deliberations. 
 

Salary and Benefit Assumptions - Salary and benefit expenditures are projected according to contractual 

agreements with the Town’s bargaining units including the Police Officers Association which expires on 

December 31, 2007, the Town’s American Federation of State, County, and Municipal Employees whose 

contract expires June 20, 2007, and on comparable levels for unrepresented employees.  The 

memorandum of understanding between the Town and the Town Employees Association (TEA) expires 

on November 1, 2006.  Any adjustments resulting from a newly negotiated agreement with the TEA will 

be incorporated midyear 2006/07. 
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Defunded Position Assumptions/Vacancies – The FY 2006/07 Proposed Budget, though “status quo,” 

reflects a total of 23.7 de-funded positions occurring in prior years to balance operating revenues and 

expenditures.  Defunded positions are frozen until a gradual recovery in Town revenues is confirmed 

through actual revenue collections in future fiscal years.  Staff will review these defunded positions in 

future years to determine if they should remain in defunded status, or be deleted or redeployed to other 

service areas.  To achieve structural balance, vacancies continue to be reviewed for potential attrition 

savings and structural reorganization opportunities as they occur.  Cumulatively, all defunded positions 

account for budget savings in FY 2006/07 of approximately $2.54 million. 
 

Non-Personnel Cost Assumptions - Materials and supply costs are projected based on estimated operating 

needs including requests for known increases in contractual and other commitments, and increases due to 

projected use.   
 

Internal Service Funds - The Town uses Internal Service Funds to collect costs for administrative and 

support services and to allocate those costs to departments.  Costs and funding rates are also established to 

reserve funds for future expenses associated with Vehicle Maintenance, Equipment Replacement, 

Workers’ Compensation, and the self-insured portion of the Town’s general liability claims. The rates and 

methods used to budget for these funds were comprehensively reviewed by Finance staff and the Town 

Manager’s Office in concert with Internal Service Fund managers in the development of the FY 2006/07 

budget.  The analysis confirmed small increases were necessary in all funds to provide sufficient 

resources to fund increases in claim activity such as in the Worker’s Compensation fund or increases in 

operating costs as experienced in Vehicle Maintenance fund.  Total Internal Service Fund charges are 

recommended to be increased approximately $207,000 from FY 2005/06. 
 

General Fund Undesignated Reserve Assumptions – The proposed budget includes a transfer from the 

Town’s new Revenue Stabilization Reserve to fund the operating budget.  The amount proposed is the 

necessary transfer of Revenue Stabilization reserves to balance operating revenues and expenditures for 

next year.  The use of the reserves is linked to the recent closure of two automobile dealerships.  The use 

of this reserve is intended to be “one-time” transitional revenue support until new uses of the sites are 

established and revenue derived from the sources can be estimated. The purpose of this reserve is to 

mitigate or smooth out the cyclical ups and downs in locally generated revenues due to temporary 

downturns in the local economy or “one-time” revenue losses where recovery of the revenue base is 

deemed likely in the near future.  The reserve is funded annually by taking a fixed percentage of 50% 

from annual year-end savings or revenue gains above revenue estimates.  The reserve use (if any) is then  

replenished from annual expenditure savings or revenue gains above estimates in future years.  

 

The prudent use of a revenue stabilization reserve is recognized by the Government Finance Officers 

Association (GFOA) as a budgeting “best practices” policy, as its appropriate use limits the impacts on 

service delivery to the public.  Staff believes the “adding to and taking from” this reserve in future years 

will help the Town achieve more stability in budgeted General Fund operating revenues, lessening large 

funding swings from year to year and their associated impacts to the community.  The revised policy also 

provides a target percentage of the remaining 50% of available surplus funds, if any, available annually at 

year-end for “future capital improvements and other special projects” such as the capital improvement 

program, future land acquisitions, civic center improvements, debt service, etc. 

 

In addition to funding in the Revenue Stabilization Reserve, the Town maintains an emergency reserve 

(Reserve for Economic Uncertainty-current balance is approximately $3.7 million) and a Reserve for 
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Future Capital and Special Projects (current balance is approximately $2.4 million), in addition to other 

required accounting reserves such the Reserve for Encumbrances and Reserve for Loan Receivables.  

 

Budget Monitoring & Reporting Assumptions - The FY 2006/07 proposed budget includes revenue and 

expenditure estimates made in an uncertain economic climate. Staff will continue to monitor locally 

generated revenues very closely in FY 2006/07.  If revenues fall short of projections, the Town is poised 

to respond promptly to any future negative developments.  Should the response include any necessary 

organizational transition costs to provide sufficient time for adequate notification to the community or 

Town employees, this situation could be funded by the Town with available “bridge funding.”  One 

source of potential bridge funding proposed for next year would be the new Revenue Stabilization 

Reserve, estimated at a $2.9 million beginning balance in FY 2006/07.    The Town Council will be 

notified in a timely way of these developments should they occur and will be asked to approve additional 

reductions or bridge funding as recommended by the Town Manager should they be required. 

 
OVERVIEW OF PROPOSED FY 2006/07 GENERAL FUND BUDGET  
 

With the addition of one-time revenues used for one-time purposes, the Proposed FY 2006/07 Budget is 

essentially balanced barring other financial outcomes not anticipated at this time. However, with 

economic times still uncertain and the possibility of additional unanticipated future State reductions, 

future adjustments to the budget may need to be implemented next fiscal year.  Given the existing 

economic uncertainty and the funding of “status quo” service levels, coupled with the Town’s ambitious 

work plan in place, this budget limits the number of new FY 2006/07 Operating Budget initiatives for 

Council consideration. 
 

Overall, General Fund appropriated expenditures are proposed to increase approximately 4.0% from the 

FY 2005/06 Adjusted Budget levels of $27,516,562.  The FY 2006/07 General Fund Operating Budget 

projects a balanced budget after supplementing operating revenues with designated reserves for 

discretionary or “one-time” use. 

GENERAL FUND SOURCES

 FY 2006/07 

PROPOSED 

BUDGET 

Revenues

General Fund Operating Revenues 28,332,820$      

Fund Balance Sources

Parking Mgmt subsidy from Parking Reserve 16,430$             

Revenue Stabilization Reserve 16,795$             

Capital / Special Project Reserve 150,000$           

Sewer Assets Proceeds Reserve 98,600$             

TOTAL SOURCE 28,614,645$      

GENERAL FUND USES

General Fund Operating Expenditures 28,155,095$      

General Fund Transfers 459,550$           

TOTAL USE 28,614,645$      

 
 

FY 2006/07 budgeted operating revenue sources total $28,332,820.  As shown above, operating revenues 

were supplemented with other sources of funding for non-recurring expenses and those expenditures 

identified with designated funding sources such as the General Fund’s Revenue Stabilization Reserve, the 

Reserve for Capital and Special Projects, the Reserve for Sewer Assets Proceeds and Reserve for Parking.  
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The Revenue Stabilization Reserve use of only $16,795 is smaller than the actual loss of estimated to be 

approximately $270,000 for the closure of Swanson Ford and the Los Gatos Auto Mall, since other 

operating revenues were sufficient to cover the anticipated loss in sales tax revenue.  Staff is pleased 

again this year to continue to recommend no use of the approximate $3.7 million General Fund Reserve 

for Economic Uncertainty for these one-time or discretionary expenditures under the proposed FY 

2006/07 Budget. 
 

General Fund Revenue Forecast 

The following table presents a summary of General Fund revenue sources for the FY 2005/06 Adopted 

Budget, the FY 2005/06 Adjusted Budget, and the FY 2006/07 Proposed Budget: 
 

% Change % of

2005/06 2005/06 2006/07 from FY2006/07

GENERAL FUND REVENUES Adopted Adjusted Proposed PY Adopted Revenues

Sales & Use Tax 7,313,000$      7,800,000$      7,646,000        4.6% 27.0%

Property Tax 5,459,780        5,668,510$      6,369,900$      16.7% 22.5%

   VLFBackfill Property Tax 1,632,110        1,923,380        1,879,500$      15.2% 6.6%

Fees for Town Services 2,973,570        2,819,370        3,178,490        6.9% 11.2%

Intergovernmental 2,135,750        2,711,920        2,089,780        -2.2% 7.4%

Other Licenses & Permits 1,588,180        1,588,180        1,547,500        -2.6% 5.5%

Business Licenses 1,000,000        1,000,000        1,000,000        0.0% 3.5%

Interest 1,018,750        1,128,750        1,205,700        18.4% 4.3%

Franchise Fees 983,450           983,450           1,013,500        3.1% 3.6%

Transient Occupancy Tax 870,000           950,000           930,000           6.9% 3.3%

Fines & Forfeitures 566,700           526,700           455,900           -19.6% 1.6%

Other Sources 517,500           3,024,210        510,300           -1.4% 1.8%

Fund Transfers In 804,710           775,430           506,250           -37.1% 1.8%

Total Revenues 26,863,500$    30,899,900$    28,332,820$    5.5% 100%

* VLF (PropTax Backfill) revenues are combined with Motor Vehicle In Lieu Fees for % change from PY Adopted Budget  
 
Proposition 1A and its Effects on General Fund Revenue Forecast Shown Above.   

Three major revenues shown above, namely Property Tax, VLF Property Tax Backfill, and Sales Tax are 

now protected from future revenue takes under the provisions of Proposition 1A.   Proposition 1A puts a 

floor on the tax revenues that local agencies receive from the state.  After 2006, the Legislature would not 

be able to borrow (or “take”) any more than it has been historically taking from local governments unless 

there's an extreme state fiscal emergency.  In that case, it would require a two-thirds vote of legislators, 

and the loan would have to be repaid within three years. 
 

Sales Tax – The largest General Fund revenue shows a 4.6% increase from the FY 2005/06 Adopted 

Budget amount of $7.3 million.  Sales tax collections were increased approximately 6.7% or $487,000 

from the Adopted Budget levels during FY 2005/06, largely due to increases beyond estimates collected 

from one local internet commerce retailer.  A recent forecast prepared by the Town’s sales tax auditors 

conservatively projects FY 2006/07 collections to be $7.6 million, a $200,000 decrease from the FY 

2005/06 Adjusted Budget of $7,800,000.  The Town does have a small number of companies in general 

retail and specialty merchandise on a successful growth trend; however, the automotive sales category 

representing approximately 23% (formerly nearly 30%) of the Town’s sales tax continues to struggle, 

with the closure of two dealers and the announcement of one dealers intentions to vacate in the near 

future.  With regard to Sales Tax, it is important to note that the Town receives only 1 cent of the 8.25 

cents of sales tax per dollar of sales generated in the Town. 
 

Property Tax – The second largest source of revenues for the Town, property taxes have been trending 

positively in recent months due to a robust real estate market and its resultant turnover of housing stock.  



 

 A - 10 

Property tax revenues were adjusted approximately 3.8% at mid-year in FY 2005/06 because collections 

were trending ahead of estimates.  Comparing the forecast against the prior year’s adjusted budget of 

$5,668,510 indicates an approximate 12.37% increase forecasted for next year. It should be noted 

however, that the estimates for next year include approximately $470,000 of property taxes restored upon 

the completion of the second year of the Governor’s agreement with local governments for a “one-time” 

two year State revenue take to fund the Educational Revenue Augmentation Fund (ERAF).  The $476,000 

additional ERAF “take” is anticipated to be restored by the County Tax Collector to the Town’s share of 

property tax it would have otherwise received, as proposed in the Governor’s January 2006 Budget. 
 

Property Tax as a revenue source is limited in its capacity to fully fund Town services due to a legislated 

distribution formula.  The Town currently receives approximately 9.5 cents of each property tax dollar 

paid by Town property owners.  The remaining 90.5 cents of each dollar is distributed to other taxing 

jurisdictions:  local schools and community college districts (46.3 cents), ERAF (11.7 cents), the County 

of Santa Clara (15.7 cents), Santa Clara County Central Fire Protection District (13.7 cents), and other 

special districts (totaling 3.1 cents) that serve the community. 
 

Fees for Town Services - Reflects a growth of $204,920 or 6.9% from the prior year adopted budget.  The 

increase is due to a combination of fee adjustments and increased pass through revenues.  Though fees 

show an overall increase next year, two fees were reduced:  the fee for special systems like solar panel 

installations and the fee for National Pollutant Discharge Elimination System (NPDES) inspections due to 

the more cost effective approach recommended for next year to have the Town’s building inspectors 

perform NPDES inspection activity on smaller permits versus a separate inspection process performed by 

the Town’s Engineering Division staff.  Again this year, certain fees were examined and recommended to 

increase by moderate levels to ensure that the Town follows its financial policies requiring that fees 

provide for cost recovery based on the cost of the Town to provide the services.  The revenue estimates 

also reflect staff projections of modest increases in activity from the prior year. 
 

Intergovernmental Revenues – Reflects a decrease of $45,970 or -2.2%, due in large part the proposed 

elimination of State booking fee revenue reimbursements.  Though the revenue has been eliminated, the 

State reduced the fees counties charge local governments to approximately half the amount charged the 

prior year.     
 

Motor Vehicle License (VLF) Fee/Property Tax Backfill – Reflects an increase of $247,930, or 15.2%, 

from the adopted budget. The increase is based upon the analysis of the revenue trends experienced in FY 

2005/06.  This vital local government revenue source has changed structure.  The VLF fee (also known as 

the “Car Tax”) was reduced by 2/3rds in FY 2004/05 by the Governor.  The lost revenue to local 

government was replaced by a property tax “backfill” by the State.  In FY 2004/05 the state budget bill 

permanently replaced the “backfill” property tax with dedicated property tax apportioned from the 

countywide property tax collections.  The Town, in coordination with the League of California Cities, 

California Police Chiefs, California Society of Municipal Finance Officers, and many other local 

governments, continue their efforts to protect this vital revenue source from future reductions that may be 

proposed this summer as part of the solution to the State’s budget crisis.  With the overwhelming 

approval of Proposition 1A by California voters, this revenue now has the same protections from future 

state “takes” as the Town’s property tax.   
 

Other Licenses & Permits – Revenues are estimated to decrease slightly by $40,680 or -2.6% due mainly 

to a projected decrease in the size of large development and building projects coming on line in FY 
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2006/07 for which plan checks and building permits will be collected.  This revenue is budgeted to match 

expenditure patterns associated with the timing of these developments as they progress through the 

Town’s process. 
 

Business License – Revenues reflect no change for FY 2006/07 from the prior year.  One area explored in 

the past involved a proposed change in license administration which would implement the Town Code 

provisions for the licensing of commercial property owners.  Town staff has met with stakeholders on this 

issue, receiving input regarding the proposed change.  In exploring this issue, staff determined that the 

Town could not prevent commercial property owners from passing this cost on to their tenants.  Although 

staff believes that commercial property owners should pay a business license fee, given the current 

business climate, no action has been taken or is recommended by staff to Town Council at this time.  Staff 

will continue to consider a change to existing policy, and may recommend changes to policy for Town 

Council action at some future date.  However, for FY 2006/07 no allowance is made in revenue estimates 

due to any changes in current practice. 
 

Interest Earnings – Are projected to increase by $186,950 or 18.4% from the prior year’s adopted budget 

due to the increased portfolio size of the Town’s investments and the cumulative effect of a series of 

interest rate increases by the Federal Reserve, increasing very moderately the interest rates available in 

the investment market.  Rates of return overall are still at historically low levels not seen since the 1960’s. 
 

Franchise Fees – Includes fees from PG&E for electricity and natural gas sales, garbage and from 

Comcast for cable franchise fees which reflect a $30,050 or a 3.1% increase from the prior year.  

Franchise fees were increased to reflect a moderate upward trend in the electric and natural gas sales the 

Town experienced in the current year, and is expected by the Town to continue into the next year. 

 

Transient Occupancy Tax – Estimates reflect a $60,000 increase from the FY 2005/06 Adopted Budget 

estimate of $870,000.  In FY 2005/06, these estimates were increased by $80,000 to a revised estimate of 

$950,000 to account for an upturn in personal and business related activity. The revised estimate is 

supported by actual collection trends experienced by the Town in the spring of 2006.  Though a recovery 

in this revenue source to the levels of four years ago ($1.2 million) appears unlikely, the Town’s 

Economic Vitality Manager is working closely with the business community, hoteliers, and the Town’s 

Chamber of Commerce, among others, to encourage tourism, shopping, and business travel, and other 

activities which may lead to increased occupancy in local hotels and motels. 
 

Other Sources – A variety of miscellaneous revenues are projected to decrease slightly by -1.4% from the 

prior year. 
 

Fund Transfers are planned to decrease $298,460 or 37.1% from the prior year in concert with the 

planned reduction in transfers as discussed earlier under Alternative Revenue Strategies.  This revenue 

source also was reduced by the loss of approximately $88,000 in transfers received from the Sanitation 

District for Town-wide administrative costs that must be replaced with offsetting revenue or cost 

reductions in future years now that the Sewer Maintenance activities have transferred.   
 

Fines and Forfeitures – Shows a -19.6% decrease of $110,800 from the prior year.  The majority of the 

decrease is due primarily to lower fines received for traffic safety and parking violations. 
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General Fund Expenditure Highlights 

As shown in the following schedule, the FY 2006/07 General Fund Operating Budget represents a 4.2% 

increase from the prior year net adopted operating expenditures of $27,450,392.   
% Change % of

2005/06 2005/06 2006/07 from FY2006/07

GENERAL FUND EXPENDITURES Adopted Adjusted Proposed PY Adopted Revenues

Police Department 11,589,600$   11,443,110$   11,610,660$   0.2% 40.6%

Parks & Public Works 4,666,190       4,810,860       4,902,150       5.1% 17.1%

Community Development 3,016,850       3,016,850       3,231,500       7.1% 11.3%

Non-Departmental 2,594,077       2,659,567       3,082,370       18.8% 10.8%

* Administrative Services Dept 2,290,310       2,290,310       2,338,010       2.1% 8.2%

Library Services 1,903,860       1,903,860       1,989,660       4.5% 7.0%

Community Services 905,065          907,565          955,565          5.6% 3.3%

Town Attorney 233,700          233,700          245,450          5.0% 0.9%

Town Council 151,390          151,390          159,030          5.0% 0.6%

Town Treasurer 97,250            97,250            98,150            0.9% 0.3%

Clerk - Elected 2,100              2,100              2,100              0.0% 0.0%

27,450,392$   27,516,562$   28,614,645$   4.2% 0.9%Total General Fund Expenditures  
 

Departmental budgets were prepared on a “status quo” basis.  Cost increases from last year’s adopted 

budget include scheduled automatic increases on multi-year contracts for Town services such as the 

County Crime Laboratory, and scheduled labor and benefit increases in accordance with the Town’s 

negotiated labor agreements.    Notable exceptions to the average increases by department of 4 to 5% 

from the prior year’s budget include: 

 

Police Department - Despite increases in total salary and benefits, the Police Departmental expenditures 

in total reflect only a 0.2% increase from the prior year because of a combination of factors which tend to 

skew the prior year’s adopted budget.  The prior year’s budget included a $176,000 pass through grant 

from the State for the dispatch center in FY 2005/06, this grant was not budgeted in FY 2006/07.  Other 

reductions from the prior year which makes it difficult to compare the percentage difference for the Police 

Department included a change in the method of  budgeting  for employee medical cash allocations to 

actual payments ($55,000 budget savings), the reduction of expenditures (and associated revenues) for 

outside vendor fingerprinting services ($110,000) no longer included due to prior year’s overestimate of 

fingerprinting activity, and reduction of amounts set aside the prior year for laptops ($15,000).    

 

Community Development Department expenditures increased 7.1 % due to additional budgeted “pass 

through” expenditures  related to the General Plan Update project in FY 2006/07. 

 

Non-Departmental recommended expenditures reflect an 18.8% increase from the prior year’s Adopted 

budget due to new “one-time” and other potential policy related expenditures recommended for FY 

2006/07. Examples include $75,000 for emergency preparedness community outreach and Emergency 

Operations Center (EOC) equipment, $50,000 for recruitments due to anticipated retirements, and 

$25,000 for organizational development and training. 

 

Staffing Changes Proposed for FY 2006/07 

Included in the Proposed FY 2006/07 Budget are certain staffing changes which are recommended in the 

Proposed FY 2006/07 budget. 
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A net total of 3.0 Full Time Equivalent (FTE) positions are recommended to be deleted.  These are three 

vacant positions formerly associated with the Sewer Maintenance Activities now being performed by 

West Valley Sanitation District.   
 

Staff additions include a one-time restoration of .8 FTE positions in the Finance Department to provide 

critical staff support necessary for the successful implementation of the new Financial and Human 

Resources System Upgrade project.  The Parks and Public Works Department is proposing to add 

approximately 3240 hours of additional part time (1.56 FTE) support to maintain current service levels 

provided to the community and provide additional organizational transitional support until a workload 

and service level review is completed during the fiscal year.   

 

The impact of the proposed FY 2006/07 staff deletions related to the loss of the 3 permanent positions 

formerly dedicated to sewer maintenance will be felt in the lack of these ongoing additional personnel 

resources who in times of critical need were available to provide additional staff support for various types 

of community service delivery on an “as needed” basis. The cumulative net authorized FTE defundings 

through FY 2006/07 is 23.7, for a projected savings of approximately $2.5 million in salaries and 

benefits.   
 

As part of fine tuning the structural alignment of the positions included in the proposed operating budget, 

the Town will evaluate on an ongoing basis, the appropriateness of job specifications and how positions 

are classified.  As such, Human Resources may conduct job studies periodically, particularly when: a 

reorganization or job redesign is under consideration; positions have been combined or eliminated; 

turnover occurs; or internal job relationships or career paths need to be aligned.  If staff believes it is 

necessary to reclassify a position outside of the annual budget process, and the Council policy intent of 

the program is not altered, Human Resources will coordinate with Finance to implement the adjustment 

and formalize the change in the next year's budget. 

 

FORMAT OF THE BUDGET DOCUMENT 
 

The Departmental Budget section provides an introduction for each department that presents an executive 

summary level of department purpose, the department’s budget overview, a department summary of 

Cumulative 
Net New Total 

FY 2006/07 Authorized 
Staff Positions FTE Changes & Defunded 
Defundings (filled) 0.00 23.70 
Total Staff FTE Defunding 0.00 23.70 

Deletions (Vacant Sewer) 3.00 N/A 
Total Staff FTE Deletions 3.00 N/A 

Staff Additions (One-time) 0.80 N/A 
Hourly Employees (Expressed as FTEs)  1.56 N/A 
Total FTE Position Additions 2.36 23.70 

Total FTE Recommended Changes FY 2006/07 -0.64 23.70 

FY 2006/07 FTE Position Summary 
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proposed revenues and expenditures, and a department staffing summary. The budget overview provides 

a synopsis of significant budget changes in the proposed FY 2006/07 Annual Operating Budget from a 

departmental perspective.  Following the departmental summaries are program presentations that include 

a program purpose description, a summary of revenues and expenditures by program, key projects for FY 

2006/07 by program, key services, program staffing showing full time equivalent (FTE) by position 

classification, performance measures and program workloads.     

 

LOS GATOS REDEVELOPMENT AGENCY BUDGET OVERVIEW 
 

Incorporated into the Town’s Operating and Capital Budget are the authorized revenues and 

appropriations for the Town’s Redevelopment Agency.  Although the Agency’s and the Town’s actions 

are coordinated, the RDA is a separate legal entity with its own set of obligations, authority and 

objectives.  
 

The RDA FY 2006/07 – 2010/11 Budget fulfills Redevelopment law requirements by outlining revenues, 

expenditures, and indebtedness while explaining the work program for the coming year and the previous 

year’s achievements.  The Budget implements an aggressive work program to complete key 

redevelopment projects in the Downtown area, initiates affordable housing projects using 20 percent 

housing set-aside funds, and undertakes an Economic Vitality Program for the Town.   
 

Tax increment revenues to the Agency continue to grow annually based on assessed values in the 

Downtown Redevelopment Project Area.  In July 2002 the Agency  facilitated the issuance of 

approximately $10.5 million in Town of Los Gatos Certificates of Participation in July 2002.  

Approximately $913,000 of this funding is expected to be available July 1, 2006 and is programmed in 

the Town’s FY 2006/11 Capital Improvement Plan providing capital funding for a number of key projects 

within the Town’s project area such as the Downtown Street Reconstruction, and design of the Santa Cruz 

Avenue/Wood Road Gateway.  

  

Staff remains vigilant in its efforts in association with the California Redevelopment Association to 

protect tax increment from State property tax “takes” and attempts to further restrict the use of increment 

Redevelopment Agency for important infrastructure improvements within the project area.   It is 

important to note that under State law the last year that the Town can issue tax increment bonds is 2011.  

Priorities will need to be established for the remaining tax increment so these funds can be fully utilized 

before the Agency is scheduled to sunset in FY 2031/32.  Staff will bring this issue to Council for 

discussion at a future time.  

 

CONTINUING INITIATIVES – From the FY 05/06 Budget 
 

The FY 2005/06 Annual Operating Budget focused strategically on providing quality core services and 

implementing key projects and new initiatives.  The following special projects continue with the FY 

2006/07 Operating and Capital Budget. 
 

• Public Information and Community Outreach - Communicating with the community continues to be a 

high priority for the Town.  A major communication improvement launched in FY 2005/06 was the 

redesign of the Town’s website.  In FY 2006/07, more e-government services will be incorporated 

into the web site, including web-streaming of Town Council meetings and the availability of archived 

audio/video replays of previous Council meetings. 
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• General Plan Implementation – The North 40 Specific Plan, will be addressed in the upcoming fiscal 

year.  Also scheduled in FY 2006/07 are the residential design guidelines, in conjunction with 

guidelines for pre-1941 structures (begun in FY 2005/06).   
 

• Library/Civic Center Strategic Master Plan – The Town will continue to develop a Library/Civic 

Center Strategic Master Plan, which will address existing and future Town services and how Town 

facilities can best accommodate those services.   Phase I (Town Service Assessment) was completed 

in FY 2002/03 and Phase II (Town Operational and Space Program Plan) was completed in FY 

2005/06.  In FY 2006/07, Phase III, the development of the Strategic Master Plan, will be completed.  
 

• Economic Vitality Efforts and Marketing Plan - The Town’s Economic Vitality Program will 

continue the previous focus on business retention, expansion and recruitment in coordination with 

members of the Town’s Executive Team.  In addition to building on relationships with the business 

and real estate community, staff will continue to market the Town for the purpose of increasing Town 

revenues and enhancing the image of Los Gatos as a special place to live, visit and do business.  The 

successful “Hometown Advantage” program, and  “Summer in Los Gatos” and “Hometown for the 

Holidays” advertising campaigns will be repeated in FY 2006/07.  
 

• Customer Service – During FY 2005/06, the organization undertook the first phase of a Customer 

Service Center to begin to centralize some information services.  In FY 2006/07, staff will evaluate 

other Town services that could be centralized in the Customer Service Center.   The vision is to 

minimize the number of places customers need to contact for basic information and services.  In 

addition, front-line employees participated in comprehensive customer service training to help define 

the Town’s customer service principles with the objective of delivering services consistent with those 

principles.  In FY 2006/07, additional employees will participate in the training with the involvement 

of employees previously trained.  

 

• Community Unity – In Spring 2005, the Town launched “Community Unity,” a program that brings 

together service-minded organizations and individuals to identify community projects for groups to 

work on together.   During FY 2005/06, the Town monitored the progress of the projects (a number 

were completed), supported the effort through the Town web site, and brought the groups together 

again.  During FY 2006/07, the effort will focus on building the capacity and use of the web site as 

the primary tool for connecting volunteers with projects.   

 

SPECIAL PROJECTS AND NEW INITIATIVES – Priorities for the FY 2006//07 Budget 
 

FY 2006/07 will be another year of significant activity, despite reductions in the Town budget.  The Town 

will continue to deliver day-to-day core services, as reflected in the departmental sections of the budget.  

At the same time, staff will undertake priority special projects and initiatives, also noted in the 

departmental budget sections, during FY 2006/07.  The following highlighted projects are currently in 

progress and will be fully implemented in the coming fiscal year, including: 

 

• Emergency Preparedness – Community Self-Sustainability -- All levels of governments have a 

heightened awareness of the need to be prepared to respond to and manage through disasters due to 

the recent tsunami, earthquake and hurricanes.  In FY 2006/07, the Town will work with local and 

regional partners to mount an outreach campaign to educate the community about how to be self-

sufficient for at least 72 hours following a natural disaster such as an earthquake or during a major 
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health crisis such as a flu pandemic.  This initiative will leverage existing efforts to ensure a cost-

effective and far-reaching program. 

 

• Regional WiFi -- The Town of Los Gatos is partnering with other cities in Santa Clara, San Mateo, 

and Santa Cruz Counties to issue a Request for Proposal for wireless providers to construct a wireless 

network throughout the region.   The network would provide free or low-cost Internet services for 

residents and businesses, as well as support municipal applications such as the use of the network by 

public works field workers, police officers, and building inspectors.  The selection of the provider(s) 

will occur in FY 2006/07 and the Town will work with the multi-jurisdictional group to deploy the 

service in Los Gatos. 

 

• 2010 General Plan Update Work Plan -- At the 2006 Town Council retreat, the Town Council 

provided direction on incorporating community visioning into the 2010 General Plan update.  

Beginning in FY 2006/07, staff will develop a work plan for the update, which will include 

community visioning and non-land use issues and challenges, such as economic vitality and public 

facilities.   

 

• Information System Upgrade -- The Town’s financial/human resource system is technologically 

outdated and is extremely limited in providing necessary reports and desired online and e-government 

services.  In FY 2006/07, staff will begin the design and implementation of an upgrade that will allow 

the Town to better support operations and meet community needs.  Implementation of this project 

will require significant internal resources involving all departments.    

 
UNFUNDED BUDGET REQUESTS 
 
The Town has received a $10,000 funding request from United Way Silicon Valley.  The requested funds 
would be used to help underwrite the cost of developing a 2-1-1 telephone referral service.  The proposed  
phone service is modeled on similar services provided in the State:  a 24/7 call center refers callers to 
appropriate social services in the County.  The service would be supported by a comprehensive web site.  
In its letter, the United Way indicates that additional funding would be sought from the Town in 
subsequent years; it is assumed that this would be for annual program operations.  The United Way is 
seeking funding from all the cities in the County.  Staff from many of the surrounding municipalities has 
reviewed the request and determined that the current proposal is not sufficiently described to recommend 
funding at this time. United Way has been asked to provide additional information. We anticipate that all 
of the cities will re-evaluate the funding request after a fuller project description has been provided.  
Funding is not included in the proposed budget given further evaluation of the request is needed. 

 
CONCLUSION  
 

Despite the continuing uncertainty, the Town positioned itself well to react to the downturn in the local 

economy and the State budget crisis and any new unexpected State “takes” of local revenues by 

proactive steps taken this year and in prior years, with actions such as strategic hiring freezes, cost 

containments, defundings of filled and vacant positions, and departmental efficiencies.  The FY 2006/07 

Annual Operating and Capital Budget proposes a conservative approach to address the Town’s current 

priority service needs in a fiscally responsible manner, aligning organizational service levels with 

projected operating revenue.  Under the status quo budget scenario the emphasis for FY 2006/07 will be 

to focus on core services, to evaluate the impacts of the last four years of budget cutbacks on service 
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delivery, to emphasize completion of FY 2006/07 special projects and initiatives, to carry out an 

aggressive first year of the FY 2006/11 Capital Improvement Program plan and to assist the Council to 

envision the Town’s future. 
 

Town staff will continue to look for ways to better use existing resources to facilitate the delivery of 

priority services through staff redeployments, restructuring, new ways of doing business and delivering 

Town services to the community.  These efforts will be the result of the Town’s investment in the tools 

necessary to assist staff to evaluate and create opportunities through the creative use of existing talents 

and resources. 
 

Staff’s vigilance in tracking the developments in the local economy and at the state level will remain a 

priority, enabling the Town to proactively respond to changing conditions.  Changes needed to respond to 

more severe revenue declines or State revenue take-aways will be brought to Town Council’s attention in 

a timely manner so that the Town can implement the appropriate response to conditions as warranted.  

Included in the range of options will be use of “bridge funding” from the Revenue Stabilization Reserve 

or other appropriate funding sources. 
 

I wish to thank all of the departments, in particular, Department Directors and the members of their 

Management and Support staff, who worked diligently on the preparation of this budget document as well 

as the following staff members: 
 

Stephen Conway, Director of Finance and Administrative Services 

Pamela Jacobs, Assistant Town Manager 

Mary Furey, Accounting Manager 

Glenda Cracknell, Sr. Account Technician 

Linda de Bar, Accountant 

Gayle Barr, Sr. Account Technician 

Budget Team Departmental Support Staff and Analysts 

 

Respectfully submitted, 

 
Debra J. Figone 

Town Manager 
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The Government Finance Officers Association of the United States and Canada (GFOA) presented a 
Distinguished Budget Presentation Award to the Town of Los Gatos, California for its annual budget for 
the fiscal year beginning July 1, 2003. In order to receive this award, a government unit must publish a 
budget document that meets program criteria as a policy document, as an operations guide, as a financial 
plan, and as a communications device. 
 
This award is valid for a period of one year only. We believe our current budget continues to conform to 
program requirements, and we are submitting it to GFOA to determine its eligibility for another award. 
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BUDGET PROCESS OVERVIEW 
 
 

he Town of Los Gatos adopts an annual Operating and Capital Budget and an annual budget 
update of the five-year Capital Improvement Plan for the Town and its’ Redevelopment Agency.  
The budgets contain summary level information for revenue and expenditure appropriations for the 

fiscal year beginning July 1st and ending June 30th.  
 
 

Budget Purpose  

These budget documents serve as the Town’s financial plan, as well as a policy document, a 
communications tool, and an operations guide.  Developed with an emphasis on long range planning, 
service delivery, and program management, a fundamental purpose of these documents is to provide a 
linkage between the services and projects the Town and RDA intends to accomplish and the resources 
committed to get the work done. 
 
The format of the budget facilitates this linkage by clearly identifying program purpose and workplan 
goals in relation to revenue and expenditures appropriations.   
 
 

Basis of Budgeting and Accounting  

Developed on a program basis with fund level authority, the Operating and Capital Summary Budget 
depicts the services provided by the Town through the resources allocated for the provision of these 
services.   

 

The Town’s Governmental Funds consist of the General Fund, Special Revenue Funds, Debt Service 
Funds, and Capital Project Funds for both the Town and the Redevelopment Agency (RDA).   
 
Basis of Accounting and Budget refers to the timing factor concept in recognizing transactions.  This 
basis is a key component of the overall financial system because the budget determines the accounting 
system.  For example, if the budget anticipates revenues on a cash basis, the accounting system must 
record only cash revenues as receipts.  If the budget uses an accrual basis, accounting must do likewise.  
The Town uses a combination of modified accrual and full accrual basis in accounting and budget. 
 
Governmental Fund types and RDA fund budgets are developed using the modified accrual basis of 
accounting.  Under this basis, revenues are estimated for the period if they are susceptible to accrual, e.g. 
amounts can be determined and will be collected within the current period.  Principal and interest on 
general long-term debt are budgeted as expenditures when due, whereas other expenditures are budgeted 
for liabilities expected to be incurred during the current period.   
 
Proprietary fund budgets are adopted using the full accrual basis of accounting whereby revenue budget 
projections are developed recognizing revenues expected to be earned during the period, and expenditures 
are developed for expenses anticipated to be incurred in the fiscal year.    
  
The Town’s fiduciary funds are also budgeted under the modified accrual basis.  The Town administers 
two trust funds and one agency fund.  Trust funds are subject to trust agreement guidelines, and the 

T 
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Agency Fund is held in a purely custodial capacity involving only the receipt, temporary investment, and 

remittance of resources. 

 

 

Summary of Budget Development  

Town budgets are developed using a team-based budgeting approach.  Town Management and the 
Finance Department guide the process through budget development; however program budgets and 
workplans are developed with the department’s Director, Analyst and Program Manager’s oversight and 
expertise.  This approach allows for hands-on planning and creates a clearer understanding for both 
management and staff of a program’s goals and functions to be accomplished in the next budget year.  

The Budget Development Process  

Typically the Operating and Summary Budget process begins in the fall with the Town Council and Town 
Manager’s cooperative development and refinement of initiatives and directives for the upcoming budget 
year.  The CIP is also reviewed during this time to determine new initiatives, project priority, and to 
refine project workplans.  Although the CIP budget document is prepared separately from the Operating 
and Capital Budget, the CIP information is incorporated into the operating budget document through 
resulting operating functions and service level requirements.   
 
In January the budget preparation process begins officially for staff with a budget kickoff meeting.  
Budget assumptions, directives and initiatives developed by Town Council and Management are provided 
to set the Town’s overall objectives and goals.  Department and agency staff identify and analyze 
program revenue and expenditure projections in coordination with Finance/Budget staff and Town 
management.  Through rounds of budget briefings and revisions, staff’s final program budget and 
workplans are developed by the end of April.  During the month of May, the Finance/Budget staff 
prepares financial summary information for Town Council review in addition to the departmental budgets 
and workplans.    
 
 

Adoption 

Section 2.30.295(b) of the Los Gatos Town Code requires the Town Manager to annually prepare and 
submit a budget to the Town Council.  This is accomplished in early June, when the proposed budget is 
formally submitted to the Town Council in a public hearing.  Notice of the hearing is published in a local 
newspaper at least ten days prior to the public hearing date.  The public is invited to participate and copies 
of the proposed budget are available for review in the Town Clerk’s office and at the budget hearing.   
 
Final council-directed revisions to the proposed budget are made and the budget documents are 
resubmitted to the Town Council for adoption, again in a publicized public hearing prior to the beginning 
of the fiscal year.  The approved resolutions to adopt the CIP and operating budgets and the appropriation 
limitation follow this section.   
 
 

Budget Amendments 



 

 A - 21 

During the course of the fiscal year, workplan changes and unanticipated needs will necessitate 
adjustments to the adopted budget.  The Town Manager is authorized to transfer appropriations between 
categories, departments, projects, and programs within a fund in the adopted budget, whereas the Town 
Council holds the authority for budget increases and decreases and transfers between funds.   
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BUDGET CALENDAR 
 
 

 
October /  
November / 
December 
 
 
 
 
 
 
 
 
 

January 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

February  
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 

CIP and RDA workplan proposals and development 

• Determine project priority 

• Prepare upcoming workplan, timing schedules 

• Prepare cost estimates 

• Determine revenue sources 
 

Determine and refine initiatives and directives for upcoming budget year 
 

Update User Fee Schedule 
 
 
 

Prepare Internal Service and Equipment Replacement Fund analyses and 
schedules, finalize internal service rates 
 

Budget Kick-off Meeting – General information to staff on: 

• State of the Town 

• Budget assumptions, directives, initiatives, and goals 

• Development of department and program workplans 

• Asset/Internal Services/Staffing request procedures 
 

1st Draft revenue projections due to Budget Office 
 

Analyze budget projections and review with Town Manager 
 
 
 
1st Draft staffing requests due to Budget Office 
 

Review and finalize staffing positions and requests 
 

1st Draft asset, internal service requests, and expenditure requests due  
 

1st Draft CIP and RDA Budget due to Budget Office 
 

Review Internal Service requests with responsible Program Managers 
 

1st Draft Internal Service budgets due to Budget Office 
 

Incorporate approved staffing, assets, internal services and program expenditure 
requests into a 1st Draft budget 
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March 
 
 
 
 
 
 
 
 
 
 

April 

 
 
 
 
 
 
 
 
 
 
 

May 
 
 
 
 
 
 

June 
 
 
 
 
 
 
 
 

July/ 
August/ 
September 

 
 

Review and analyze 1st Draft budget, briefing with Town Manager 
 

1st Draft CIP / RDA budget briefing – determine program revisions 
 

1st Draft budget briefings with Town Manager, Department Heads, and Analysts 
– determine department / program revisions 
 

2nd Draft budget revisions and workplans due to Budget Office 
 

2nd Draft briefing and revisions with Town Manager, departments 
 
 
 
Program narratives, financial and supplemental schedules, financial summaries, 
and charts prepared 
 

Grant distribution finalized 
 

Budget revisions finalized and proposed budgets assembled 
 

Proposed budget briefing with Town Manager 
 

Distribute Proposed Operating and CIP budgets to Town Council 
 
 
 
Public Hearings for proposed User Fee Schedule, Operating and Capital, CIP, 
and RDA Budgets 
 

Town Council revisions incorporated into budget documents 
 
 
 
Public hearings for final adoption of the User Fee Schedule, Gann Appropriation 
Limit, Operating and Capital Budget, and 5 year CIP and RDA Budgets 
 
Final document preparation of financial and supplemental schedules, charts, 
reference materials, etc. 
 
 
 
Adopted Operating and CIP Budget documents finalized, printed and distributed 
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